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INDONESIA - KEY ECONOMIC INDICATORS 


DOMESTIC ECONOMY 

Population (millions) 

GDP (billions of Rupiah) 

Exchange rate (Rupiah per $) 

GDP ($ million) 

GDP per capita ($) 

GDP (% growth) 

Consumer Prices (% increase) 

Money Supply (Rp billion-Dec. 31) 

Foreign Investment Approvals 
(non-oil, in $ million) 

External Official Debt ($ million) 

Official Debt Service ($ million) 

Forex Reserves (year end, $ million) 


GOVERNMENT BUDGET** 
(billions of rupiah) 

Routine Expenditures 

Development Expenditures 

Domestic Revenues 

Receipts of External Loans/Grants 


BALANCE OF PAYMENTS 
($ million) 

Overall Balance* ** 

Current Account 

Exports, Merchandise (FOB) 

Oil and LNG 

Imports, Merchandise (FOB) 


U.S.-INDONESIAN TRADE 

($ million) 
Indonesian Exports to the U.S. (CIF) 
U.S. Share of Indonesian Exports (%) 


Indonesian Imports from the U.S. (FAS) 


U.S. Share of Indonesian Imports (%) 


Sources: 


1989 


175 
167,158 
1,770 
94,440 
540 
7.4 
6.0 
20,114 


4,719 
44,000 
6,787 
6562 


FY 89/90 


24,331 
13,838 

28,740 
9,429 


FY 89/90 


248 
-1,599 
23,830 

9,337 
17,374 


1989 


3,543 
15.8 
1,256 
13.6 


179 
197,492 
1,843 
107,158 


FY 90/91 


29,997 
19,452 

39,546 
9,905 


FY 90/91 


2,784 
-3,741 
28,143 
12,763 
23,028 


1990 


3,343 
13.1 
1,897 
11.5 


Indonesia’s fiscal year runs from April 1 through March 31. 


* Embassy projections 


182 
226,509 
1,950 
116,158 
638 
6.8 
9.5 
26,342 


8,778 
48,000 
6,624 
9868 


FY 91/92 


30,228 
21,764 
41,585 
10,409 


FY 91/92 


-1,100 
-4,361 

29,297 
10,625 
24,661 


1991 


3,238 
11.1 
1,892 
7.4 


1992* 


185 
258,220 
2,047 
126,146 


8,850 
50,500 
6,800 
10,000 


FY 92/93* 


33,197 
22,912 
46,508 

9,600 


FY 92/93* 


-21 
-4,343 
31,791 

9,921 
26,693 


1992° 


3,500 
12.5 

2,000 
10.5 


Bank Indonesia, Central Bureau of Statistics, Department of Finance, Capital 
Investment Coordinating Board, U.S. Department of Commerce, and Embassy estimates. 


** Budget data do not reflect carryovers from FY 90/91 or FY 91/92 surpluses 
***Minus sign indicates addition to official reserves 





|. SUMMARY 


The Government of Indonesia, concerned by deterioration in the current account of 
the balance of payments and by inflationary pressures, attempted in 1991 to slow 
the economy. However, strong consumer demand and bouyant non-oil exports 
contributed to a 6.8 percent real growth of gross domestic product (GDP). The 
current account deficit, however, continued to grow, and inflation remained at the 
same 9.5 percent level registered in 1990. In 1992, the U.S. Embassy in Jakarta 


expects real growth to be in the range of 6.0 to 6.5 percent, with inflation between 7 
and 8 percent. 


The government has followed prudent fiscal policies and maintained the tight money 
policy initiated in 1990. Real interest rates are high (borrowing rates are in double 
digits after allowing for inflation), and key industries such as construction and 
automobile manufacturing experienced lower growth as consumers and businesses 
cut back on interest-sensitive purchases. Investment outlays also have slackened. 
Demonstrating its concern about a “hard landing,” the Central Bank has begun urging 
banks to reduce interest rates, but with only partial success. 


The balance of payments has been a major concern for policymakers. Exports 
showed good growth in 1991, but the trade surplus shrunk because strong demand 
for capital goods and raw materials increased imports even more. The smaller trade 
surplus, coupled with higher external debt service payments, caused the current 
account deficit to swell to $4.5 billion, its highest level in a decade. At the same 


time, increased offshore borrowing by the private sector greatly expanded the stock 
of outstanding external debt and led to growing concern about the debt service 
burden in future years. 


Prospects are good, however, that Indonesia will correct its short-term economic 
problems. First, the government is continuing its deregulation program, which should 
provide incentives for sustained private sector investment and employment. The 
most recent package of deregulation measures was released in July 1992. Second, 
given continued strong growth in non-oil exports and absent a collapse of key 
commodity prices, the current account deficit should gradually shrink. Lastly, if the 
growth trend in exports can be sustained and international donor assistance levels 
maintained, Indonesia should be able to begin paying down its heavy external debt 
burden in the medium term. 


ll. RECENT DEVELOPMENTS 


Faced with lower oil prices in the early 1980s and the need to create more than 2 
million jobs annually, the Government of Indonesia in 1983 launched its program of 
"deregulation and debureaucratization”. The twin goals are to give freer rein to the 
private sector and reduce dependence on petroleum as a source of export earnings 
and tax revenues. The program began with a loosening of controls on the financial 
sector. Subsequent measures liberalized conditions for foreign investment, reduced 
tariffs and import licensing restrictions, eased export requirements, revitalized capital 
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markets and the banking system, and reformed the domestic shipping regime. The 
government, in two "deregulation packages” released June 1991 and July 1992, has 
lowered duties on hundreds of categories of imports and eased or eliminated trade 
barriers to a number of other goods, including various iron and steel products and 
some classes of used machinery and capital plant. 


The private sector responded positively to the increased opportunities and has 
become the engine of growth. Real growth in GDP averaged 6.5 percent from 1987 
through 1991. Economic activity in 1991 expanded by 6.8 percent. Growth would 
have been stronger but for a drought, which depressed farm output; exclusive of 
agriculture, GDP grew by 8.2 percent in 1991. 


Non-oil manufacturing was particularly robust in 1991, expanding at an 11.4 percent 
rate. Growth in this sector was fueled by strong foreign demand for Indonesian 
goods: exports of non-oil manufactured products were up nearly 29 percent. 


The oil and gas sector also recorded good results. Exclusive of refining, the 
petroleum industry’s output was up 8.8 percent. While average crude prices were 
slightly lower in 1991, output of crude and condensate was up 8.9 percent in 
volume. In addition, expenditures on exploration and development were significantly 
higher, totalling $2.8 billion. 


The government in 1991 continued to pursue conservative fiscal and monetary 
policies in an effort to brake inflation and lessen pressures on the balance of 
payments. Inflation in 1991, however, remained at the 9.5 percent level of the 
previous year. Currency and demand deposits (M1) expanded by a moderate 

14.5 percent compared with over 26 percent in 1990; growth in the broader money 
supply (M2) also slowed, to a 17.5 percent rate compared with 44 percent a year 
earlier. The relative contraction of the money supply kept interest rates at high 
levels. Interest rates on working capital loans peaked at mid-year at 27 percent, but 
then began a slow decline. At mid-year 1992, interest on the shortest term deposits 
of one-month maturities are about 19 percent. 


Tight money conditions slowed activity in several industries and sectors, particularly 
those more sensitive to interest rate changes. Sales of motor vehicles, for example, 
were down 4.5 percent in 1991 compared with 1990. The construction industry 
also slowed from the exceptionally high levels of 1990, but still registered an 
impressive 11.5 percent rate of growth. 


Tight money also caused investment to contract. Approvals of domestic investment 
applications in 1991 fell to $41.1 billion, down 31 percent drop from 1990’s level. 
Foreign investors, less sensitive to high domestic interest rates, obtained approvals 
for projects totalling $8.8 billion in 1991, about the same as in 1990. 





lll. SECTORAL ANALYSES 


Oil and Gas: Although oil no longer dwarfs the rest of the economy, it still accounts 
for 40 percent of export earnings and nearly as great a percentage of government 
revenue. In 1991, output of crude and condensate reached 1.6 million barrels per 
day (bpd), while exports averaged 900,000 bpd, the highest level in five years. A 
major concern is the country’s high demand for petroleum fuels, particularly to 
generate electric power and for transport. In 1991, however, growth in consumption 
slowed to 6.5 percent compared with the 14 percent growth experienced the 
previous year. An average 17.7 percent rise in fuel prices in August 1991 may 
dampen demand somewhat in 1992. 


In 1991, the government signed 22 production sharing contracts. The government 
hopes that with over a 100 contractors prospecting for oil and gas, exploration 
efforts will result in new reserves that will allow the country to continue exporting oil 
and gas well beyond the year 2000. 


Production of natural gas grew at 7.5 percent annually through the 1980s and 
prospects are bright. Increased output from the country’s two liquified natural gas 
plants maintained Indonesia’s position as the world’s largest exporter of LNG -- 22.3 
million tons, a record volume. Contracts signed in 1991 for the sale of large volumes 
of natural gas from offshore areas around Java should help meet the industrial and 
electric power sector’s growing demand for fuel and industrial feedstocks. High-level 
discussions continued into 1992 on development of the giant Natuna gas field. 


Should the project proceed, it is expected to allow Indonesia to remain the world 
leader in LNG production well into the next century. 


Mining: While Indonesia is perhaps best known as a bauxite and tin producer, the 
country also produces coal, gold, silver, and nickel, most of which is sold in export 
markets. In FY 1990/91, these minerals, despite significant price declines for 
metallic nickel and tin, accounted for almost $700 million in export earnings, a level 
83 percent higher than in FY 1989/90. 


Coal production jumped 29 percent over the earlier year, to 13.7 million tons, due to 
contributions from new coal mines in Kalimantan, and 1992 production could reach 
18 million tons. 


PT Freeport Indonesia signed a new 50-year contract of work to permit continued 
exploration and production of copper, gold, and silver ore at the firm’s site in Irian 
Jaya. The company completed a half-billion dollar expansion of its mining facility in 
1991, and further expansion is under way. 


The government with financial and technical assistance from the World Bank 
undertook a series of restructuring measures to bolster the country’s tin industry. 


The measures included upgrading capital equipment and downsizing significantly the 
industry’s labor force. 
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Manufacturing: In 1991, for the first time, the manufacturing sector’s contribution to 
GDP, at nearly 20 percent, exceeded that of agriculture. Non-oil manufacturing was 
boosted by strong growth in exports of textiles, wood products, and footwear. 
Textile and apparel exports in 1991 grew 35 percent to $3.9 billion; footwear exports 
grew 62 percent to $955 million. Exports of wood products, valued at $3.6 billion in 
1991, were up 5 percent over the 1990 level. In May 1992, the government 
dropped bans on the export of logs, wood chips, and raw rattan. Hefty export taxes 
will still discourage exports of unprocessed raw materials. 


The manufacturing sector provides an important and rapidly expanding source of 
employment. Nearly 10 percent of the labor force, about 7.6 million workers, are 
employed in the sector. Although manufacturing is absorbing more than 25 percent 
of new entrants into the labor market, agriculture continues to provide the majority of 
jobs -- 54 percent in 1990. 


Agriculture: The agricultural sector accounts for about 20 percent of Indonesia’s 
GDP and, as just noted, employs about half the labor force. Farms are small (1.2 
acres on average); a high percentage of food crops is consumed on or near the farm; 
and many rural families live at or near the subsistence level. Rice, the staple food for 
most Indonesians, is the major crop; and in recent years, the country has been 
generally self-sufficient. Important estate crops are rubber, vegetable oils, cocoa, 
coffee, sugar, and tea. In recent years, investment in oil palm plantations, primarily 
by the private sector, has accelerated greatly. Leading agricultural exports are wood 
products, rubber, fisheries products (especially shrimp and tuna), palm oil, coffee, 
tea, and spices. The government encourages production of export crops and in- 
country processing of agricultural products. 


Agricultural production fell slightly in 1991, due to drought conditions. Production of 
rice, corn, and soybeans declined from the year earlier period. Output of export 
commodities such as coffee, tea, and copra was also down. Production of palm oil, 
however, reached a new record as more area was harvested. For the first time in 
several years, Indonesia is importing substantial quantities of rice and corn, both of 
which started arriving in the last quarter of 1991. The outlook for 1992 is cautiously 
optimistic; the outcome of the major planting season was good, and the level of 
recharge of the irrigation reservoirs is slightly above last year’s. Demand for animal 
products is constrained by weak consumer purchasing power, but increases in 
consumer income in coming years will lead to higher demand for animal protein. 
Major Indonesian imports are cotton, wheat, soybeans, animal feedstuffs, and 
selected high-value food products including fresh fruit. 


Labor: The labor force is estimated at around 78 million, of which about 75 percent 
is between the ages of 15 to 34. Though the population growth rate has been 
reduced to 1.9 percent per year, the labor force is thought to still be growing at a 
rate of 2.8 percent. Women make up roughly 40 percent of the work force. The 
labor market in 1991 was characterized by shortages in some segments, while the 
overall number of job seekers far exceeds the number of positions available. About 
44 percent of the present work force is considered to be underemployed, i.e., to have 
worked but not more than 35 hours within the previous week. Open unemployment 
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is less than 3 percent, but is highest among secondary school and university 
graduates between the ages of 15 and 24, and is particularly prevalent in urban 
areas. Over about 1 percent of the population is estimated to have a university 
education, while 9.7 percent have only finished junior high school and 10.5 percent 
have earned a high school education. The number of persons with secondary school 
education or higher, however, is on the rise. 


The private sector is the most important source of job creation. However, because of 
a scarcity of skilled personnel, some positions remain unfilled. Shortages are 
particularly acute for mid-level technicians and certain types of engineers, 
accountants, managers, and supervisors. 


Tourism: Tourism is increasingly important as a contributor to national income and 
foreign exchange earnings. In 1991 there were over 2.5 million foreign tourists, an 
all time high, and they spent $2.5 billion. An estimated 1.3 million Indonesians 
derive their livelihood from tourism, and this total is expected to increase to 2.5 
million by 1994. 


Money and Finance: The banking system has grown rapidly since financial sector 
reform began in 1983, but in 1991 the rate of expansion declined. Total rupiah 
deposits held by banks were up 14 percent in 1991 compared with 41 percent in 
1990; foreign exchange deposits rose by 37 percent in 1991 versus 82 percent in 
1990. The money supply expanded, but also more slowly; currency in circulation 
plus demand, savings, and time deposits (M2) rose by 17 percent in 1991 compared 
with 44 percent in 1990. The rate of credit expansion also declined, with 
outstanding commercial bank credits up 16 percent in 1991. 


The government initiated tighter money policies in mid-1990, which led to a 
substantial hike in deposit and lending interest rates. In February 1991, the 
government promulgated new prudential banking regulations, including requirements 
to meet Bank for International Settlements capital adequacy standards by December 
1993. In November 1991, the government’s foreign commercial borrowing team 
announced Ceilings on foreign commercial borrowing by private and state-owned 
banks and introduced reporting requirements for private sector borrowing. Bank 
Indonesia, the central bank, also sharply reduced access to its swap facility to 
encourage long-term capital inflows and discourage short-term foreign borrowing. 


During the first half of 1992, the government eased monetary policy and urged banks 
to reduce interest rates. Banks gradually responded, but lending rates remain high. 
Tight (and expensive) credit is expected to prevail for the balance of 1992. Other 
banking developments in 1992 include the passage of a new basic Banking Law 
which, inter alia, placed state-owned banks on the same legal footing as private 
commercial banks, gave them the option of selling shares on the local stock 
exchange, and permitted foreigners to purchase shares in listed private and state- 
owned banks. 
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The Indonesian stock market expanded rapidly after being deregulated in 1988. In 
April 1992, a private company, P.T. Bursa Efek Jakarta, took over the running of the 
Jakarta stock exchange from the Capital Markets Supervisory Agency, a wing of the 
Department of Finance, which became a regulatory body. By mid-1992, 

144 companies were listed on the Jakarta stock exchange, up from 24 four years 
earlier. After peaking in mid-1990 at over 600, the composite stock index 
plummeted below 230 by late 1991. Since then, it has recovered somewhat, 
breaking through the 300 level in early June 1992. The number of new listings has 
slowed, but there is a steady trickle of new offers. 


Reasons advanced for the 1991/1992 stock market slowdown include saturated 
investor appetite, high interest rates on bank deposits, some uncertainty about 
Indonesia’s growth prospects, and some loss of confidence in the exchange and the 
companies listed on it. With the issuance of more stringent listing and reporting 
requirements, increased transparency in market operations, and lower deposit rates, 
the stock exchange may be set for a recovery. Plans for the second half of 1992 
include the introduction of private mutual funds and the opening to foreigners of the 
opportunity to purchase shares in listed bank stocks. 


Indonesia maintains an open capital account, and foreign exchange flows are free of 
controls. The government’s policy of allowing a slow depreciation of the rupiah in a 
managed float has helped maintain the competitiveness of Indonesian exports. The 
current budget and balance-of-payments projections continue to assume a 5 percent 
annual depreciation of the rupiah against the U.S. dollar. 


IV. BALANCE OF PAYMENTS AND FOREIGN DEBT 


Indonesia’s total exports in 1991 increased by 8.6 percent, with all of the gain 
coming from non-oil exports, which were up 18 percent. Exports from the oil and 
gas sector fell 3.2 percent as crude prices declined from the high levels prevailing 
during the Gulf War. Merchandise imports rose nearly 18 percent; capital and 
intermediate goods accounted for most of the increase, reflecting the strong pace of 
investment. Imports of consumer goods increased nine percent, with most of the 
increase coming from food, beverages, and other nondurable goods. Overall, stronger 


growth of imports over exports caused the merchandise surplus to shrink nearly 13 
percent, to $4.7 billion. 


The smaller trade surplus, coupled with higher interest payments on Indonesia’s 
external debt, caused the current account deficit to expand 38 percent in 1991 to 
$4.5 billion, its highest level in a decade. Preliminary data for first quarter 1992, 
however, indicate stronger growth in non-oil/gas exports, which helped lessen the 
current account deficit. The current account deficit was financed by higher public 
and private sector borrowing as well as direct investment flows. Net official capital 
inflows, despite higher amortization payments on external debt, more than doubled to 
$1.4 billion. Direct foreign investment continued its strong pace in 1991, rising 39 
percent to $1.5 billion. Other private capital flows, including commercial borrowing 
abroad by the private sector, declined slightly to $2.9 billion. 
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Indonesia’s external debt at the end of 1991 was approximately $77 billion, 
consisting of about $48 billion in public sector medium- and long-term debt and $29 
billion in private sector debt. Medium-and long-term debt comprises nearly all of the 
government’s debt, much of it on concessional terms from multilateral development 
banks and bilateral donors. The sharp increase in external debt during 1991 was due 
principally to short-term borrowing from abroad by the private sector, stimulated by 
high domestic interest rates. The government has taken a variety of steps to 
strengthen monetary control, some of which discourage offshore borrowing. For 
example, the central bank in 1991 reduced access to its swap facility, particularly for 
swaps of short-term foreign exchange into domestic currency. 


Despite the deterioration in the current account, the central bank’s foreign exchange 


reserves climbed to nearly $10 billion by year-end 1991, or about five months’ worth 
of imports. 


V. IMPLICATIONS FOR THE UNITED STATES 


In 1991, bilateral trade between Indonesia and the United States totalled $5.1 billion. 
After surging by 51 percent from $1.3 billion to $1.9 billion between 1989 and 
1990, U.S. exports remained constant at the $1.9 billion level in 1991. Total 
Indonesian exports to the United States have declined slightly from $3.5 billion in 
1989 to $3.3 billion in 1990 to $3.2 billion in 1991. However, Indonesia’s non-oil 
exports to the United States have shown sturdy growth, rising by 10 percent 
between 1989 and 1990 (from $2.2 billion to $2.4 billion) and by 14 percent 
between 1990 and 1991 (to $2.8 billion). 


The outlook for continued high levels of bilateral trade is excellent. Best prospects 
for U.S. exporters include: power generation equipment; telecommunications 
equipment; aircraft; office machines; chemicals; paper processing equipment; 
agricultural and food processing equipment; machine tools and metal working 
equipment; and agricultural products, especially raw cotton. 


Indonesia’s non-oil exports to the United States should also continue to grow. 
Indonesia’s quotas for the U.S. textile market have been increased; this increase 
should contribute to greater sales of U.S. cotton to the Indonesian textile industry. In 
June 1992, Indonesia lifted its bans on the export of raw and semifinished rattan and 


logs; however, the impact will not be significant as the bans were replaced by high 
export taxes. 


The environment for participation of foreign firms in Indonesia continues to improve. 
Procedures for obtaining foreign investment approvals have been simplified, especially 
in those industries viewed as essential to Indonesia’s economy. Investors are offered 
some incentives to invest, including duty exemptions on imported capital equipment. 
The negative investment list of sectors closed to foreign investment is quite short. In 
response to massive infrastructure requirements to support continuing development, 
Indonesia offers opportunities for foreign participation in the provision of electric 
power and telecommunications services. 
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Protection for copyrights, trademarks, and patents is improving. While enforcement 
still poses problems, the authorities have demonstrated increasing determination to 
crack down on intellectual property right violations. Although the government has 
taken steps to upgrade and update laws, including the commercial code, and improve 
judicial practice, the legal system remains inadequate. Recourse through the court 
system is problematic. 


Most foreign investors must establish joint ventures with Indonesian partners. In May 
1992, the government eased initial equity and divestiture requirements for certain 
types of foreign investment. If paid-in capital is at least $50 million or if a project is 
located in certain provinces, the project may be 100 percent foreign owned initially, 
with divestiture to a maximum of 80 percent foreign ownership within 20 years. Ifa 
project is located in a bonded zone and will produce entirely for export, the project 
may be 100 percent foreign owned initially, with divestiture to 95 percent within five 
years. If a project is labor intensive and if at least 65 percent of production is for 
export or production will be used as inputs in other domestic industries or if a project 
is in certain services sectors, the foreign partner may own 95 percent of the project 
initially, divesting to minority status within 20 years. 


Although it is too early to tell how the new equity requirements will be implemented 
or received by the foreign investor community, the trend toward acquiring foreign 
capital, technology, and operations capability is clear. Indonesia is receiving a 
growing number of U.S. business representatives interested in trading with and 
investing in Indonesia. They, like established U.S. investors, cite Indonesia’s large 


local market, abundant labor supply, and rich natural resource endowment as 
important attractions to this market. 














